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Introduction
This paper examines the effect of the disclosure of non-recurring items and their characteristics on analysts' forecast revisions. Unlike earnings generated from continuous operation, non-recurring items are one-time and contingent. The CSRC announcement ''Explanatory Announcement No. 1 of Corporate Information Disclosure on Public Issuance of Securities -Non-recurring items (2008)" defines non-recurring items as ''earnings from transactions and events which are not directly related to normal business, or related to normal business but influence statement users' decisions in the corporation's business performance and profitability due to its special nature and contingency." Questions arise from this: do the non-recurring items influence statement users' value judgments, and if so, how?
The literature has mainly focused on whether non-recurring items can be used to manipulate corporate earnings (Jaggi and Baydoun, 2001; McVay, 2006) . In terms of the role non-recurring items played in statement users' decisions, research has mainly focused on the correlation between non-recurring items and stock price. Some researchers hold the view that the information involved lacks consistency. In that case, nonrecurring items have no incremental information for the capital market (Nichols, 1973; Ramakrishnan and Thomas, l998; Castagna and Matolcsy, 1989) . Yang (2008) and Cready (2010) discovered that various nonrecurring items differed in consistency, which brought differences in value relevance.
Using analysts' forecast revisions as proxy for the information process outcome, this paper investigates the effect of non-recurring items on statement users' decision-making processes. As a group of statement users who possess professional knowledge, securities analysts predict the corporation's future earnings level and provide investment advice. If non-recurring items are one-time, contingent and have no influence on the corporation's future profitability, analysts will not revise future earnings forecasts. However, if non-recurring items contain information about the corporation's future earnings changes, the analyst will revise earnings forecasts accordingly.
This paper uses Chinese A-stock companies in the Shenzhen and Shanghai security markets from 2009 to 2013 as a research sample to investigate the relationship between non-recurring items and analysts' forecast revisions. The empirical results suggest the following. (1) Analysts revise earnings forecast upwards when non-recurring gains occur, and do not revise earnings forecasts when non-recurring losses occur. The revision is asymmetric. (2) Due to changes in business scope, non-recurring items incorporate more information for analysts to revise earnings forecasts than other items. (3) When listed companies use non-recurring items to turn losses into gains for earnings management, analysts can see through this manipulation and revise the forecasts downward.
We conclude that non-recurring items incorporate information about corporate future earnings, but nonrecurring items of different types and from different sources have different effects on analysts' earnings forecast revision. Therefore, disclosure of non-recurring items is consistent with the requirements of statement users. This paper also provides empirical evidence for the further improvement of methods for disclosing nonrecurring items.
The remainder of the paper is organized as follows. Section 2 provides the institutional background, literature review and development of hypotheses. Section 3 describes our data and empirical methodology. Section 4 reports the empirical results and analyses. Section 5 concludes the paper.
Institutional background and theoretical analysis

Institutional background
Accounting theory holds that there are differences between recurring items and non-recurring items, and countries disagree on how to disclose non-recurring items. The U.S. Financial Accounting Standards Board (FASB) requires companies to recognize non-recurring items based on their business scope. In contrast, the accounting standard for non-recurring items in China is more standardized and consistent. In 1999, the CSRC clarified the concept and disclosure requirements of non-recurring items for the first time, and it has subsequently adjusted the definition of non-recurring items and disclosure requirements for several items.
In terms of items included, the CSRC first defined specific items of non-recurring gains and losses in 2001, which were divided into identified items and presumed items. In 2004, the CSRC canceled the classification and adjusted the specific items of non-recurring gains and losses. In 2007, the CSRC removed three obsolete items and added certain items such as net profit of subsidiaries under common control for the current period from the beginning to the merger date, restructuring costs such as employee resettlement expenses and integration costs, and gains and losses arising from estimated liabilities unrelated to the company's main business. Meanwhile, the CSRC adjusted the scope of items such as asset disposal income, government subsidies, asset consumption, non-monetary exchange profit and loss and other items. In 2008, further items were defined as non-recurring items, including gains and losses from financial assets or liabilities held for trading, and gains and losses on disposal of financial assets or liabilities held for trading and financial assets held for sale.
Although items included in non-recurring profits or losses can vary according to regulations, listed company disclosures of non-recurring items are highly comparable within the same accounting period and there is little possibility of manual adjustment. Information disclosure of endogenous issues can be well controlled in an investigation of the economic consequences of non-recurring items.
Literature review
A considerable body of research focuses on whether non-recurring items (as part of earnings) are a means of earnings management. According to Craig and Walsh (1989) , Beattie and Brown (1994) , Lin and wei (2000) and McVay (2006) , non-recurring items are an effective means of earnings management. This practice is more common in unprofitable and low-profit companies that are eager to turn losses into gains (Wang and Jiawei, 2008; Meng and Wang, 2010) .
However, there is no consensus on whether non-recurring items have value-relevance. Some researchers have suggested that non-recurring items have low value relevance because they provide non-continuous information and little incremental information for capital markets (Ramakrishnan and Thomas, l998; Castagna and Matolcsy, 1989; Strong and Walker, 1993) . Cready (2010) found that frequently occurring nonrecurring items have a certain degree of continuity and value relevance. As disclosure frequency of nonrecurring items in previous quarters increases, the continuity and value relevance increases. The value relevance of non-recurring items will decrease with the decline in continuity, while the quality of accounting information will be improved and earnings management will be curbed if regulators expand the definition of nonrecurring items (Mu, 2005) . In addition, the market reacts differently to non-recurring items, which means that investors exploit information incorporated in non-recurring items when they make decisions (Meng and Wang, 2010) .
Although stock price is an important index of value relevance in accounting information research, as a synthetic index it is affected by profitability and earnings volatility. One-time and contingent non-recurring items affect the level and volatility of earnings. The direction and magnitude of its effect on stock prices are unknown. Therefore, it is not necessarily reasonable to evaluate the decision usefulness of non-recurring items in terms of stock price relevance.
Theoretical analysis
Securities analysts provide investment advice on stocks based on their forecast of company profitability. Compared to with normal investors, securities analysts place more emphasis on the company's future profitability and underlying business reasons. Accounting information quality affects an analyst's earnings forecast, including earnings forecast error, volatility and revision (Gleason and Lee, 2003; Ivkovic and Jegadeesh, 2004; Beyer, 2008; Brown and Rozeff, 1979; Dowen, 1989; Clement et al., 2011) . It is difficult for analysts to predict companies' non-recurring items, but the question of whether analysts care about the disclosure of non-recurring items and make revisions accordingly requires further study.
Non-recurring items are one-time and contingent. Analysts mainly base their earnings forecasts on the company's continuous business, so it is difficult to effectively forecast future non-recurring items in advance. Given the features of non-recurring items (there is no relationship between the effect on current net profit and on future company profitability), even a large number of non-recurring items that leads to significant deviation in analysts' earnings forecasts will not change analysts' judgments of companies' future operating ability and profitability. Therefore, there is no relationship between non-recurring items and analysts' earnings forecasts. We thus have an irrelevance hypothesis.
However, non-recurring items arising from part of the business are not entirely contingent or one-time. Unlike continuing business, non-recurring items do not have long-term effects, but some non-recurring items such as those arising from corporate restructuring could have a relatively longer period of influence than actual contingent events. The influence of restructuring on book earnings is one-time, but restructuring might lead to a change in the nature of the business, which probably causes long-term effects on future earnings. When forecasting future earnings, analysts need to take business transformation and modification into consideration and revise earnings forecasts accordingly. If companies obtain positive non-recurring items through such business, this will lead to an increase in future earnings (asset restructuring, government subsidies, tax preferences and so on) or a reduction in future costs (gains on debt restructuring), which improves companies' future profitability and operating cash flow, thus increasing future earnings.
We emphasize that non-recurring items will not affect analysts' earnings forecasts and revisions if analysts are not concerned about them. However, if analysts do care about non-recurring items, even though they usually just need to arrive at the total net profit, they will revise earnings forecasts accordingly based on the sustainable effects of the non-recurring items. Therefore, analysts will revise earnings forecasts upward when there is a larger amount of non-recurring items, so we arrive at an effective attention hypothesis. We thus propose a pair of competitive hypotheses as follows.
H1a. There is no relationship between non-recurring items and analysts' earnings forecasts. (Irrelevance Hypothesis)
H1b. The higher the non-recurring profits or losses, the higher the likelihood and degree that analysts will revise earnings forecast upwards (Effective Attention Hypothesis). Furthermore, non-recurring items resulting from changes in business scope will have greater influence on analysts' earnings forecast revisions than other items.
As noted earlier, non-recurring items are an important means for low profit companies to manage earnings (Jaggi and Baydoun, 2001; McVay, 2006) . If analysts believe that non-recurring items have no effect on companies' future earnings, they will not revise earnings forecasts even if companies use non-recurring items to turn losses into gains. If analysts think that non-recurring items will change companies' future earnings levels, but at the same time are not interested in the non-recurring items' implications for potential earnings management, they will just revise earnings forecasts mechanically. In that case, the issue of whether non-recurring items change companies' profits will not cause changes to analysts' earnings forecast revision.
If analysts pay attention to the number of non-recurring items and also analyze whether management manipulates non-recurring items to embellish their financial statements, then the higher the likelihood of earnings management in non-recurring items, the lower the likelihood that non-recurring gains or losses affect analysts' future earnings forecasts. When listed companies use non-recurring items to turn losses into gains, due to information asymmetry analysts might not be able to effectively identify which non-recurring items are relatively persistent. The result of ''adverse selection" is that analysts will pay little attention to non-recurring items used to turn losses into gains when revising earnings forecasts, which will reduce the effect of nonrecurring items on their earnings forecast revision. Based on the discussion above, we propose the following hypotheses:
H2a. There is no correlation between non-recurring items used to turn losses into gains and analysts' earnings forecast revisions (Irrelevance Hypothesis and Mechanicalness Hypothesis).
H2b. The higher the volume of non-recurring items used to turn losses into gains, the lower the upward revision of analysts' earnings forecasts (Efficient Attention Hypothesis).
Research design
Sample and data
We select A-share listed companies in the Shenzhen and Shanghai stock markets from 2009 to 2013 as the sample. Analysts' earnings forecast revision data is obtained from the iFind database, and financial data is obtained from the Wind and CSMAR databases. Out of the total of 4563 firm-year observations that are available, we exclude extreme observations and those with missing values. We winsorize continuous variables at the 1% level to reduce the influence of outliers.
Models and variables
To begin, this paper examines whether non-recurring items have value relevance and whether they affect analysts' earnings forecast revision. Furthermore, we study whether analysts pay equal attention to nonrecurring gains and losses, and the extent to which different components of non-recurring items affect analysts' earnings forecast revision. In addition, we examine whether analysts can see through the manipulation of nonrecurring items to turn losses into gains and revise their forecasts accordingly.
To examine the relationship between non-recurring items and analysts' earnings forecast revision, model (1) is used to test Hypothesis 1:
Fr_EPS1 and Fr_EPS2 are dependent variables in model (1). Fr_EPS1 refers to one-year analysts' earnings forecast revision, which equals analysts' forecasts for EPS in the next fiscal year after the annual report, less analysts' forecasts for EPS in the next fiscal year before the annual report, and then divided by the absolute value of analysts' forecasts for EPS in the next fiscal year before the annual report. Fr_EPS2 refers to two-year analysts' earnings forecast revision, which equals analysts' forecasts for EPS in the next two fiscal years after the annual report, less analysts' forecasts for EPS in the next two fiscal years before the annual report, and then divided by the absolute value of analysts' forecasts for EPS in the next two fiscal years before the annual report. By using absolute value in the denominator, we can identify whether analysts revise earnings forecasts upward or downward. The independent variable NRC_PS represents non-recurring items per share, which equals non-recurring items disclosed in the annual report divided by net assets at the end of fiscal year. The following variables are controlled in the model. Size refers to scale of assets, DA refers to the level of earnings management, Growth is firm growth, Fundhold represents the proportion of fund holdings, PB is pricebook ratio, Risk refers to stock return volatility in the previous year, CHG_EPS is change in profitability, and RPL (recurrent profit and loss) refers to recurring items.
Model (2) further analyzes the value relevance of non-recurring items by differentiating non-recurring items into non-recurring profits and non-recurring losses and then examining whether analysts' concern for nonrecurring profits and losses is symmetrical.
The definitions of the dependent variables are the same as above. The independent variables are NEG_NRC and POS_NRC. NEG_NRC refers to non-recurring losses per share. When non-recurring items per share (NRC_PS) is negative, NEG_NRC is the same as NRC_PS, otherwise NEG_NRC is 0. POS_NRC refers to non-recurring profits per share. When non-recurring items per share (NRC_PS) is positive, POS_NRC is the same as NRC_PS, otherwise POS_NRC is 0. Control variables are the same as above.
Model (3) examines whether different components of non-recurring items incorporate different information, which affects analysts' earnings forecast revision differently. Non-recurring items are divided into three categories to examine the relationship between each category and analysts' earnings forecast revision: nonrecurring items due to business scope changes, non-recurring items due to government policies, and other non-recurring items.
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The dependent variables in Model (3) are defined in the same way. Scope, the independent variable, refers to non-recurring items due to changes in business scope, which equals the sum of item 5, item 9 and item 12 in non-recurring items. 1 Govern represents non-recurring items that result from government policies, which equals the sum of item 2 and item 3. Other refers to other non-recurring items, which is equal to the sum of those items not mentioned above. Control variables are the same as those in Model (1).
Model (4) is used to test Hypothesis 2-that is, whether analysts can see through the manipulation and then revise the forecasts downward when companies use non-recurring items to turn losses into gains. In Model (4), we add the interaction variable between extraordinary profit (or loss) and the dummy variable N2P to capture the weakening effect.
The definitions of the dependent variables in Model (4) are the same as above. N2P is a dummy variable that equals one if the company just turns the negative earnings to positive and equals zero otherwise. Assuming that companies' net profit is negative before deducting non-recurring items, if net profit becomes positive after deducting non-recurring items, N2P is 1 or 0. NRC_PS represents non-recurring items per share, which equals non-recurring items disclosed in the annual report divided by net assets at the end of the fiscal year. All variables except N2P are divided by net assets at the end of the fiscal year. Control variables are the same as those in Model (1).
All of the variable definitions are summarized in Table 1 . Table 1 Variable definitions.
Variables Descriptions
Dependent variables
Fr_EPS1 (Analysts' forecasts for EPS in the next fiscal year after the annual report -analysts' forecasts for EPS in the next fiscal year before the annual report)/ The absolute value of analysts' forecasts for EPS in the next fiscal year Fr_EPS2 (Analysts' forecasts for EPS in the next two fiscal years after the annual report -analysts' forecasts for EPS in the next two fiscal years before the annual report) The absolute value of analysts' forecasts for EPS in the next two fiscal years before the annual report Independent variables NRC_PS Non-recurring items disclosed in the annual report/net assets at the end of the fiscal year NEG_NRC When non-recurring items per share (NRC_PS) is negative, NEG_NRC is the same as NRC_PS, otherwise NEG_NRC is 0 POS_NRC When non-recurring items per share (NRC_PS) is positive, POS_NRC is the same as NRC_PS, otherwise POS_NRC is 0 N2P
Assuming that companies' net profit is negative before deducting non-recurring items, if net profit becomes positive after deducting non-recurring items, N2P is 1, otherwise N2P is 0 Scope
Item 5 + item 9 + item 12 in non-recurring items/net assets at the end of the fiscal year Govern Item 2 + item 3/net assets at the end of fiscal year Other
The sum of items other than those mentioned above/net assets at the end of the Table 2 provides descriptive statistics for the variables used in the regression analysis. It shows that oneyear analysts' earnings forecast revision (Fr_EPS1) has a mean (median) of À0.284 (À0.013), which means that analysts' overall earnings forecast revisions are downward. Two-year analysts' earnings forecast revision (Fr_EPS2) has a mean (median) of À0.495 (À0.013), indicating that a downward trend exists in analysts' twoyear earnings forecast revision and there are considerable differences between analysts' one-year earnings forecast revision (Fr_EPS1) and analysts' two-year earnings forecast revision (Fr_EPS2).
In addition, NRC_PS has a mean of À0.4951, which means that overall net extraordinary profit is positive and accounts for 6.48% of net assets. POS_NRC has a mean of 0.0676 and NEG_NRC has a mean of À0.0023, indicating that in listed companies, average extraordinary gains are much larger than average extraordinary losses.
For each kind of non-recurring items, Scope has a mean of 0.03, which means that non-recurring items due to changes in business scope account for 3% of equity, while Govern has a mean of 0.0374, indicating that non-recurring items that result from government policies account for 3.74%. Of the two scenarios where non-recurring items change companies' earnings (from negative to positive, or positive to negative), the latter rarely happens, while 7% of companies use non-recurring items to turn losses into gains. For control variables, earnings management has a large variance, suggesting that earnings management of listed companies is different in scale. Variances of the remaining control variables are low, indicating that those control variables are less discrete in the sample. Table 3 shows regression results for Hypothesis 1, where Fr_EPS1 is analysts' one-year earnings forecast revision and Fr_EPS2 is analysts' two-year earnings forecast revision. The independent variable NRC_PS measures non-recurring gains or losses per share and heteroscedasticity is controlled during the regression process. If the coefficient of NRC_PS is positive, then there is relevance between disclosure of non-recurring items and analysts' earnings forecast revision: non-recurring items incorporate incremental information and analysts absorb it. Columns (1) and (2) of Table 3 show that the coefficient of NRC_PS is positive and significant at the 1% (5%) level when the dependent variable is analysts' one-year (two-year) earnings forecast revision. This indicates that non-recurring items have value relevance and affect analysts' earnings forecast revision. The higher the volume of non-recurring items, the greater the likelihood and degree of analyst earnings forecast revision, which supports Hypothesis 1b. As control variables, the coefficient of Size (Risk) is negative and significant at the 1% (10%) level when the dependent variable is Fr_EPS1. It is not significant when the dependent variable is Fr_EPS2, which suggests that analysts will revise one-year earnings forecasts downward with the increase in Size (Risk), but will not revise two-year earnings forecasts. The coefficients of Growth, CHG_EPS and RPL are significantly positive, which indicates that analysts will pay special attention to sales growth, changes in profitability and recurring items and revise their one-year (two-year) earnings forecast accordingly. The revision will be greater with the increase in Growth, CHG_EPS and RPL. The coefficient of DA is significantly negative if the dependent variable is Fr_EPS2 but not significant if the dependent variable is Fr_EPS1, indicating that analysts will revise two-year earnings forecasts downward but will not revise the one-year earnings forecast. The coefficients of P/B and Fundhold are not significant, which indicates that analysts will not revise earnings forecasts with changes in P/B ratio or Fundhold.
Empirical results
Columns (3) and (4) show that the coefficient of POS_NRC is positive (significant at 1%), meaning that analysts will revise earnings forecasts as non-recurring gains increase. However, the coefficient of NEG_NRC is not significant when the dependent variable is Fr_EPS1, indicating that the revision is asymmetric in oneyear earnings forecasts. The coefficient of NEG_NRC is negative (significant at 10%) if the dependent variable is Fr_EPS2, which indicates that non-recurring items could be a means for earnings management. When the company uses non-recurring items to lower earnings, analysts will see through this manipulation and revise earnings forecasts for the second year.
In the columns (5) and (6) of Table 3 , only the coefficient of Scope is positive (significant at 1%), which indicates that Scope, Govern and Other are non-recurring items with different information implications, and affect analysts' earnings forecasts differently. Analysts focus on items 5, item 9 and item 12, which are non-recurring items resulting from changes in the business scope. Those caused by changes in government policies and other contingent, one-off items will not significantly influence analysts' revision.
To sum up, analysts mainly care about items 5, 9 and 12. Specifically, item 5 of non-recurring items is the difference between the investment cost of obtaining subsidiary incorporation, affiliated businesses and joint ventures and the gains generated from the fair value of identifiable net assets in the invested company. Item 9 is the profits or losses of restructuring. Item 12 is current profits and losses of a subsidiary generated by busi- Table 4 Regression results for Hypothesis 2.
(1) ness combination under common control from the beginning of the fiscal year to the merger date. The items above are usually caused by changes in a company's business operating scope. Compared to non-recurring items caused by political reasons or other contingent events, the items above draw much more attention from analysts. Table 4 shows the empirical results from the examination of Hypothesis 2. The coefficient of the interaction NRC_PS * N2P is not significant in the first column but is significant at 1% level in the second column. This indicates that when companies use non-recurring items to turn losses into gains, analysts can see through this manipulation and then revise the forecasts downward, which is mainly reflected in analysts' two-year earnings forecast revision. When the dependent variable is Fr_EPS2, the sum of the coefficient of NRC_PS and that of NRC_PS * N2P is negative, which indicates that analysts will consider it as a bad performance signal and revise the forecasts downward if there is a comparative likelihood that management uses non-recurring items to turn losses into gains.
Conclusion
Decision usefulness is an important feature of accounting information. The question of whether decision makers can use accounting information to judge revision is an important measure of the quality of that information. Non-recurring items are an important part of accounting information. In a context of continuous reform and perfection of regulations and requirements on the disclosure of non-recurring items, this paper explores the effect of non-recurring items on statement users and specific expected changes. This knowledge can enhance discussions on decision usefulness, improve information disclosure and promote a healthy development of capital market.
Prior literature on non-recurring items focuses on earnings management, value relevance and so on. No consensus has been reached on whether non-recurring items incorporate information and how they influence financial statement users. However, we do not use stock price to examine the value relevance of non-recurring items. Due to the characteristics of non-recurring items, there is inevitably a large amount of noise, making it difficult for us to test whether non-recurring items provide incremental information. This paper tries to avoid pricing noise in the stock market and directly examines the effect of disclosing non-recurring items on economic behavior of certain information users, analyzing the relevance between analysts' earnings forecast revision and the information provided by non-recurring items.
Using the sample of A-share listed companies in the Shenzhen and Shanghai stock markets between 2009 and 2013, this paper discusses the direction, magnitude and range of analysts' earnings forecast revision upon disclosure of non-recurring items. Empirical results show that analysts revise earnings forecasts according to the disclosure of non-recurring items in the annual report, but the revision is asymmetric. Analysts revise earnings forecasts upward when net non-recurring profits occur, and the revision increases with the amount of net non-recurring gains. However, they will not revise earnings forecast downward when net non-recurring losses occur. This indicates that non-recurring items incorporate information increment. Moreover, analysts tend to be optimistic. They tend to revise their forecasts as a result of good news and respond less to bad news. In addition, this paper discovers that analysts will only revise earnings forecasts according to non-recurring items due to change in company business scope, which means that only those non-recurring items that can cause long-term business changes will influence financial statement users' decisions. Analysts will not revise earnings forecast for occasional, one-off items that do not provide long-term business information for the future. Analysts can also see through the ways that management turn losses into gains by manipulating non-recurring items, and accordingly revise their forecasts downward.
This paper indicates that non-recurring items incorporate information on future earnings, which will affect statement users' judgment of firm value. Furthermore, non-recurring items from different sources provide different levels of incremental information. As key players in the information intermediary, analysts are able to interpret information on non-recurring items in financial statements. Full disclosure of non-recurring items can improve the quality of corporate financial reporting and help capital market investors to make decisions. Our research has reference value for regulators and investors. Disclosure of non-recurring items should be better regulated, especially the disclosure of non-recurring items that reflect companies' normal business. This is of great importance if we are to improve China's information disclosure system, curb earnings manipulation by management, protect the interests of investors and promote healthy capital market development.
